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In tro d u c tio n

In  De c is io n  No .  6 8 6 6 7  (Ap ril 2 0 ,  2 0 0 6 ),  th e  Ariz o n a  Co rp o ra tio n  Co mmis s io n
("Commis s ion") a pprove d e me rge ncy inte rim ra te  re lie f for Mira cle  Va lle y Wa te r Compa ny,
Inc., Cochise  Wa te r Compa ny , Horse shoe  Ra nch Wa te r Compa ny, Crys ta l Wa te r Compa ny,
Mus ta ng Wa te r Compa ny, S ie rra  S uns e t Wa te r Compa ny, a nd Corona do Es ta te s  Wa te r
Compa ny, pre vious ly owne d by Johnny A. McLa in ("colle ctive ly the  McLa in Sys te ms" ).

The  re lie f wa s  a  S ys te m Improve me nt S urcha rge  ("S IS ") of $9 ,00  pe r month  pe r
cus tomer. The  purpos e  of the  S IS  wa s  to ma ke  improve me nts  to the  s e ve n wa te r s ys te ms
be ca use  the y a re  old a nd ba dly in ne e d of re pa irs  a nd s tructura l improve me nts . The  sys te ms
were  opera ted for many years  with minimal repa irs  and improvements .

RE:

Tha t De cis ion re quire s  Arizona  S ma ll Utilitie s  As s ocia tion ("AS UA") or a ny fu ture
owne r to ma inta in a  s e pa ra te  ba nk a ccount in which it mus t de pos it a nd withdra w a ll funds
re ce ive d pursua nt to the  S IS , a lso file  monthly re ports  with Docke t Control, in Docke t No. W-
01642A-06-0010, as  a  compliance  item in this  matte r, de ta iling how the  SIS funds were  spent, on
which of the  seven sys tems the  money was  spent and a  report of the  remaining amounts  due  on
accounts  payable . The  Decis ion required Sta ff to conduct an audit of the  SIS  funds expenditures
on a n  a nnua l ba s is  be ginning April 1 , 2007. A No tice  o f F ilin g  S ta ffs  An n u a l S ys te m
Improve me nts  S urcha rge  Audit wa s  file d re quiring tha t S ta ff conduct a  fina l a udit by J uly l,
2007, e ncompa ss ing the  pe riod from the  ince ption of the  S IS  to the  clos ing of the  s a le  of the
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s ys te ms  to be  file d in the  cons olida te d docke t with Docke t Control. In a ddition, the  a udit will
include  a n on-s ite  vis it to re vie w the  re cords  a nd infra s tructure . S ta ff note s  tha t the  S IS  fund
a utoma tica lly e xpire d on or a bout April 1, 2007, whe n the  a pplica nt close d on the  purcha se  of
the  McLain sys tems.

The  McLa in Sys te ms  we re  ope ra te d by a n inte rim ma na ge r, ASUA from Ma y 12, 2006,
through S e pte mbe r 18, 2006. AS UA did s ome  re pa irs  to the  s ys te ms  to ke e p the  s ys te ms
working to  provide  wa te r to  the  cus tome rs . Als o  AS UA d id  th e  mo n th ly b illin g s  to  th e
customers for the  SIS and monthly water usage  and collection of the  SIS and the  water revenue.

Algonquin  Wa te r Re s ource s  Inc. ("Algonquin" or "Compa ny") be ca me  the  in te rim
manager for the  McLain systems on September 18, 2006. Algonquin opera ted the  systems under
two other Companies , Northern Sunrise  Water Company and Southern Sunrise  Water Company,
and divided the seven water systems between these two Companies.

AS UA provide d Algonquin with his torica l billing informa tion a nd Algonquin pre pa re d
the  Octobe r 2006 cus tomer billing. ASUA did not provide  any othe r informa tion to Algonquin a s
to wha t improve me nts  we re  ma de , or tra ns fe r a ny unus e d S IS  funds  if a ny, or informa tion
re ga rding the  re ma ining a ccounts  pa ya ble . The se  two Compa nie s  did the  ne ce ssa ry re pa irs  to
keep the  water systems working and to provide  water to the  customers.

Algonquin purcha s e d the  s ys te ms  out of ba nkruptcy a nd be ca me  the  owne r of the
McLa in  S ys te ms  on  Fe brua ry 19 , 2007 . The  propos e d s a le  ha s  be e n a pprove d by the
Commiss ion in Decis ion No. 68826. Decis ion No. 68826 a lso requires  tha t the  SIS  te rmina te  the
firs t da y of the  month a fte r Algonquin ha s  file d notifica tion tha t the  s a le  of the  McLa in wa te r
systems has closed.

Compliance  Audit Res ults

S ta ff has  conducted three  prior audits  of the  S IS  funds  and expenditure s  for the  pe riods
Hom Ma y 12, 2006 through June  19, 2006, Ma y 12, 2006 through July 21, 2006 a nd Ma y 12,
2006, through September 21, 2006, prior to this  fina l audit.

The  prior a udits  findings  a re  docke te d with  Docke t Control. AS UA wa s  the  inte rim
manager during the  pe riod of May 12, 2006, through September 18, 2006. The  amount collected
through Se pte mbe r 21, 2006, wa s  $60,048.07. Of the  tota l re ce ive d, $13,525.94 wa s  re ce ive d
from the  Arizona  Wa te r Infra s tructure  Funding Authority ("WIFA") for e me rge ncy we ll re pa irs
a nd the  ba la nce  of $46,522.13 from the  S IS . Dis burs e me nts  from the  S IS  funds  through
S e pte mbe r 21, 2006, tota le d $51,366.18 a nd include d $20,364.89 for pa yme nt of a ccounts
pa ya ble  lia bilitie s . Additiona l dis burs e me nts  we re  ma de  a fte r S e pte mbe r 21, 2006, in the
amount $8,682 on accounts  payable . It was  noted tha t two minor incorrect disbursements  were
ma de  from the  S IS  a ccount a nd the se  we re  corre cte d. All S IS  funds  we re  prope rly utilize d a nd
used.



McLa in Sys te ms
Docke t No. W-01646A-06-0010 e t a l
Page 3

During the  audit pe riod of September 22, 2006, through March 31, 2007, Algonquin was
the  inte rim manager.

S ta ff sent two sepa ra te  da ta  reques ts  to the  Company, he ld a  mee ting with Algonquin to
cla rify the  informa tion re ce ive d in re sponse  to the  two da ta  re que s ts  a nd vis ite d the  Algonquin
office . The  Algonquin workflow, billing proce ss , cus tome r se rvice , a ccounting proce dure s  a nd
che ck a nd ba la nce s  we re  re vie we d by S ta ff during the  vis it to the  Algonquin office . S ta ff
de te rmine d the  tota l a mount of S IS  funds  from cus tome r counts  for e a ch wa te r s ys te m. S ta ff
reviewed the  general ledger expense  accounts and inspected invoices for SIS expenditures.

An on-s ite  compliance  audit of the  accounting records  was  conducted on June  18, 2007.
An on-s ite  compliance  Held inspection audit of the  infras tructure  of the  seven wate r sys tems was
conducted on June  24, 2007, by Sta ff Engineer, Marlin Scott, J r.

During  th is  fina l a ud it,  it wa s  de te rmine d  tha t Algonquin  d id  no t comply with  the
re quire me nts  of De cis ion No. 68667. Algonquin did not ma inta in a  s e pa ra te  ba nk a ccount for
the  SIS  funds , or tile  monthly reports  with Docke t Control on Docke t No. W-01642A-06-0010 a s
a  complia nce  ite m de ta iling how the  S IS  funds  we re  spe nt, on which of the  se ve n sys te ms  the
money was spent, and a  report of the  remaining amounts due on accounts payable .

Staff estimated the  amount of SIS funds by using the  number of customers in each system
a nd multip lying tha t numbe r by the  monthly S IS , a rriving a t a n  e s tima te d a mount of S IS
collected for each water system during this  period or a  tota l of $77,544.

The  Company did not mainta in separa te  expense  accounts  for each water system or have
the  invoice s  for purcha se s  by sys te m. S ta ff a tte mpte d to orga nize  the  invoice s  by s ys te ms .
Ma ny invoice s  could not be  orga nize d or a s s ocia te d with a  pa rticula r wa te r s ys te m s o S ta ff
cha ra cte rize d those  a s  "sys te m wide ". S ta ff de te rmine d from the  informa tion submitte d by the
Company, tha t the  tota l S IS  expenditure s  were  $71,334 through March 31, 2007. In April 2007,
a dditiona l S IS  e xpe nditure s  of $6,210 we re  pa id for s e rvice s  re nde re d in Ma rch 2007 for tota l
e xpe nditure s  of $77,544. Algonquin s te ppe d into the  inte rim ma na ge r roll on short notice  a nd
be lie ve d, a t the  time , tha t its  purcha s e  of the  McLa in s ys te ms  wa s  immine nt. It decided it
prudent to e s tablish a  sepa ra te  bank account for the  McLa in Sys tems  ca sh, but didn't go to the
time  a nd e xpe nse  (ba nk fe e , e tc.) of e s ta blishing 14 ba nk a ccounts  for wha t it be lie ve d to be
some thing tha t would la s t a  couple  of we e ks . Unfortuna te ly the  purcha se  of the  sys te ms  from
the  bankruptcy took a  longer time than expected.

The  tota l combine d S IS  re ve nue  for AS UA a nd Algonquin is  $124,066.13 a nd the  S IS
expenditure s  were  $124,066.13. The  a ccounts  pa ya ble  a s  of April 30, 2006, whe n AS UA
became  the  inte rim manage r was  $240,484.88 This  a ccounts  payable  ba lance  a s  of March 31,
2007, wa s  de te rmine d to be  ze ro. AS UA re ce ive d from the  Wa te r Infra s tructure  Funding
Authority $13,525.94 for emergency we ll repa irs  to the  Cochise  Wate r Sys tem which was  used
for those  repairs . See  Schedule  CRM-1 .
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Summary and Recommendations

Ba s e d on S ta ffs  re vie w of the  a va ila ble  re cords , Algonquin 's  fa ilure  to comply with
Decis ion No. 68667 notwiths tanding , S ta ff found no evidence  tha t funds  were  used imprope rly
by Algonquin.

The  Compa ny is  no longe r colle cting the  S IS , the re fore  this  is  the  fina l a udit a nd S ta ff
Report in this  case .

EGJ :CRM:re d

Origina tor: Cha rle s  R. Myhlhouse n
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Schedule CRM -1

Norther Sunrise Water Company
Southern Sunrise Water company
Systems Improvement Surcharge Audit
Docket NoS.W-20453A-06-0247 & W-20454A-06-0248

Section 1
SIS ACCOUNT ACTIVIW MAY 12, 2006
THROUGH MARCH 31. 2007

Line No. SIS Revenue
By System

SIS
Expenditures

Balance
SIS Revenue

1
2
3
4
5
6

7
8

Miracle Valley System
Cochise Water System
Horseshoe Water System
Crystal Water System
Mustang Water System
Coronado Estates Water System
Sierra Water System
System wide

TOTALS

$25,047.00
12,663.00
3,744.00

12,807.00
17,415.00
4,230.00
1,638.00

46,522.13
$124,066.13

$0.00
20,375.86

257.20
7,834.65

892.52
1,745.17
1,068.60

91,892.13
$124,066.13

$25,047.00
(7,712.86)
$3,486.80
$4,972.35

$16,522.48
$2,484.83

$569.40
(45,370.00)

$0.00

Section 2
ACCOUNTS PAYABLE

g
10

Accounts Payable April 30, 2006
Accounts Payable March 31, 2007

$240,484.88
$0.00

Section 3
WATER INFRASTRUCTURE
FUNDING AUTHORITY

11
12
13
14

WIFA Loan
WIFA Loan expended for well repairs for
Cochise Water System 7/26/2006
Balance of WIFA Loan

$13,525.94

13,525.94
$0.00


